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Residential property investment: Assessing home ownership long 
term viability 
 
Chris EVES1 
 
Abstract 
Home purchase and ownership is seen by the majority of Australians as the basis for a sound investment strategy and to seciure their long 
term retirement goals. Although home ownership rates in Australia are in excess of 65% of the population, there have been doubts raised as 
to the effectiveness of purchasing a house as the main source of retirement income. The main issue with this approach is that the house has 
to be sold to gain access to these funds or the owners have to take out a reverse mortgage to access the capital tied up in their home, which 
can be more expensive than selling. 
This paper will carryout a detailed analysis of a number of investment options to determine the effectiveness of home purchase as a long 
term investment vehicle. This study has found that the long term investment in equities or managed superannuation funds can provide a 
greater retirement income than the purchase of a residential property for owner occupation 
 
Key words: Residential property, investment performance, total returns, housing markets, house prices, property values, investment 
funds, residential rents. 
 
1. INTRODUCTION 
 
In many developed and developing countries the aim of home 
ownership is often associated with long term investment potential 
and retirement wealth. Many home owners believe that constantly 
upgrading their home by buying larger houses in better areas, or 
adding to their existing residential property is a sound method of 
ensuring a suitable income in their retirement period. 
In countries such as, US, Canada, New Zealand, and the UK 
home ownership ranges between 60 to 70%, and in Australia is 
currently around the 70% level and has remained around this figure 
for the past 4 decades (Kohler and Rossiter, 2005). According to 
Kryger (2006) the level of home ownership without a mortgage has 
also been relatively stable, fluctuating between 34 to 43 % of the 
population. According to Norris and Winston (2011) home 
ownership levels have also been increasing across Western Europe 
Home ownership offers the prospect of housing tenure security 
but it has been questioned in the investment are if home ownership 
actually results in the best form of wealth creation for individuals. 
There are now a number of investment alternatives available to 
individuals and couples to secure a retirement income. A large 
percentage of home owners consider the purchase of an additional 
house as a rental investment and a crucial aspect of wealth creation 
(Eves, 2011; Eves and Wills, 2003).  
However, there are now a number of alternate wealth creation 
vehicles available to individual investors that may provide a better 
investment basis than owning a residential property. These include 
managed investment funds, superannuation funds and self managed 
investment funds. Each of these investment alternatives in 
Australia have different taxation implications that can have a direct 
or indirect impact on the overall long term investment returns and 
performance. 
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2. RESIDENTIAL PROPERTY RETURNS 
 
Long-term capital gain from residential property has been 
evidenced in all major cities in Australia (Market facts, 2009; 
Residex, 2010; REIQ, 2010, 2009: Property Council of Australia, 
2006) and this is the main focus of the majority of investors in the 
residential property market.. To cater for this demand, both real 
estate agencies and financial institutions have proportioned a 
greater percentage of their time to marketing and promoting 
property to this investment market sector, with several agencies 
actually specializing to this investment property sector (Eves and 
Wills, 2003; Suncorp, 2002; EHOMEBuySell, 2001). 
The inclusion of a single owned residential investment 
portfolio was analysed by Goetzmann (1993) who considered that 
the risk characteristics of this investment option were not readily 
understood. This study based on previous work by Case and Shiller 
(1990) and Hendeshott and Hu (1981) found that the after tax 
returns and the issue of home ownership costs provided a riskier 
return than bonds but a lower return than equities. 
A study by De Bondt (1998) into individual investor behaviour 
highlighted the importance of discipline in investment, and the 
tendency for individual investors to buy in bull markets and sell in 
bear markets and are reluctant to sell at a lower price to further 
limit potential losses. This emphasises an important as aspect of 
this study, that to maximise the potential difference between 
renting and home ownership, the renter has to be very disciplined 
in relation to investing all the perceived savings of renting into 
analternate  investment vehicle. 
Although the studies on the relative investment performance of 
investing in home ownership have been limited, the research on the 
investment performance of other investment assets in Australia has 
been extensive. Research on commercial property markets and 
indirect and direct property markets in comparison to traditional 
investment markets such as bonds and shares have been carried out 
by Newell (2001), Newell and Peng, (2006);Higgins (2005; 2006), 
providing detailed assessment of traditional commercial property 
investments in comparison to other Australian investment assets. 
 
 
 
3. RESEARCH METHODOLOGY 
 
This paper compares the long term performance of three 
investment options for individual investors in Australia. The study 
area is based on the Brisbane property market and an investment 
portfolio in a superannuation fund predominately investing in a 
balanced portfolio (shares, property, bonds and cash) shares and an 
investment portfolio based on blue chip (ASX 100) shares only...  
 The first option is the purchase of a residential property 
in a medium value area of Brisbane in 1990, with the 
house being purchased on a 20% deposit, with 
acquisition costs added. Calculations are then based on 
the house been held for the average 20 year loan and sold 
in 2011.  
 In comparison the second option is based on the investor 
contributing a sum equal to the deposit and acquisition 
costs of a 1990 median Brisbane house into a managed 
superannuation fund and then contributing the difference 
the mortgage payments and rental payments, home 
maintenance and ownership costs over each of the 20 
years.  
 The third option is based on the investor placing all 
surplus income over and above the home ownership costs 
into the share market. 
 
Unlike previous comparison studies, the analysis is based on the 
annual cash flows for each investment option over the full 20 year 
holding period and the various costs associated with home 
ownership and managed funds investment and rental property 
occupation are included in the analysis. Each scenario is also 
includes the relevant taxation issues that would apply for each 
investment option. 
 
3.1 Housing data 
 
Australian Bureau of Statistics [ABS] (2010) and Real Estate 
Institute of Queensland [REIQ] (2011) data was used to determine 
the median house price for Brisbane for the 20 year period from 
1990 to 2011. Rental figures for the 20 year period were obtained 
from ABS (2010) and the Queensland Residential Tenancy 
Authority (2011).  
 
 
Table 1: Home Ownership Expenditure. 
 
Acquisition Costs Annual Costs Periodic Costs 
Home deposit Mortgage 
repayments 
Kitchen renovation 
Legal fees Council rates Bathroom 
renovation 
Inspection fees Water rates Floor covering 
replacement 
Stamp duty Building insurance Selling costs 
 Repairs and 
maintenance 
 
 Garden 
maintenance 
 
 Curtains, blinds 
light fittings 
 
 
Table 2: Rental Home Expenditure 
 
Acquisition Costs Annual Costs Periodic Costs 
Rental Bond Rent Moving expenses 
 Taxation  
 
 
 
3.2 Investment data 
 
The annual Australian Stock Exchange All Ordinaries Index for the 
period 1990 to 2011 was obtained from ABS, as was the average 
annual superannuation returns for the same period.  
 
3.3 Expenditure data 
 
To examine the real return from residential property, from the 
home owner’s perspective, it was necessary to determine the actual 
costs of holding a residential property for a full mortgage period. 
These costs are shown in Tables 1 and 2. These costs are essential 
to repay the loan, maintain the property at an acceptable level to 
maintain value and to cover all necessary occupation costs 
associated with home ownership but not required by a person 
renting a residential property. 
 
3.4 Investment comparison method 
 
After the determination of all holding and occupancy costs for a 
home purchase with a standard mortgage over the 20 year holding 
period and the costs associated with an individual/family renting 
residential property over the same period, these were entered into 
an excel spreadsheet. Year 0 was the base year and the deposit and 
acquisition cost was entered as a negative cash flow for the home 
purchase option and as a positive cash inflow for the rental option. 
The spreadsheet recorded all the annual costs (Table 1) of home 
ownership for each year. Typically a home owner will carry out 
some major renovation work over the 20 year ownership period, 
mainly being the replacement of the kitchen and floorcoverings and 
the renovation of bathrooms and other wet areas. This analysis 
includes the cost of these major works according to the value of the 
renovations in the years that these works occur. If the purchase of 
the house is for long term investment then the analysis should be 
based on the net value of the investment at the end of the 
comparison period. To ensure that the full investment potential of 
each option is equivalent the house is sold at the end of the period 
to determine a true terminal investment value. The selling costs 
representing agent’s commission, marketing costs, and legal costs 
have been deducted from the final median house price as at 2011.  
Median rents for Brisbane were obtained for a typical three 
bedroom dwelling for each of the years from 1990 to 2011. In the 
early years of the study the annual rent was below the amortised 
repayment for the housing loan, with the housing loan repayments 
being less than the annual rent for a median priced house in the 
later years of the study. In Australia, the majority of rental property 
is owned by individuals who purchase an additional rental 
property. The purchase of rental investment properties are for a 
number of purposes. According to an ABS (1997) survey the main 
reasons small scale Australian investors purchased a rental 
property, in order of importance, were: 
 
 Long term capital gain  
 Taxation benefits (negative gearing) 
 Rental income 
 Possible future home 
 Capital gain 
 Unable to sell 
A consequence of these rental purchase reasons is that these 
private rental properties are often sold requiring the tenant to move. 
In view of this an allowance has been made in the analysis for the 
rental party moving 6 times during the 20 year period. 
 
The concept of this research is that the person renting would place 
equivalent initial deposit and acquisition costs into a managed 
superannuation fund or share portfolio and each year would 
contribute the difference between the home ownership costs for the 
home owner and the costs associated with the rental of a dwelling 
over the same period. 
In the case of the home owner, there are no taxation 
implications; however, there are tax implications in relation to 
investing for the rental scenario. In the case of the managed 
superannuation fund an annual tax of 15% and a management fee 
of 2% are applied to all annual contributions. In the case of the 
share portfolio the taxation deductions have been based on the 
average annual wage for an Australian worker over the period and 
the respective tax rates that applied for that year. The tax is 
deducted from the overall investment profits for that year, based on 
the average annual dividend from the ASX All ordinaries over the 
period 1990-2011 was 55% of total returns the index (Filapek-
Vandyck, 2011). It was also assumed in the analysis that the post 
tax dividend would be re-invested in the share market. 
This approach will provide a realistic comparison to home 
ownership as an investment vehicle and answer the long standing 
question as to whether it is better to purchase a residential property 
in Australia or to rent and invest in another investment market. 
 
4.RESULTS 
 
The results for this study will be presented on the basis of base 
investment comparisons to a more detailed assessment of the 
investments returns. This approch will show the issues associated 
with comparing investments on a face value only and the 
subsequent impact of introducing actual holding and taxation costs 
into the investnent annalysis and comparisons. 
 
4.1 Base Investment 
 
Table 3 shows the investmentvalues of the three investment 
scenarios based simply on the base scenarion of a home owner 
purchasing a property and paying off the mortgage over twenty 
years and the renter investing a sum euivalent to the deposit and 
acquisition costs into either a managed fund or the Australian stock 
market (ASX All ordinaries index companies only) 
From this table it can be seen that based on simple start and end 
values the investment of options the purchase of a residential 
property for occupation and long term investment in Brisbane in 
1990 would have resulted in a pre tax avaerage annual return of 
8.15% compared to a 7.90% average annual return form a managed 
fund or a 14.07% average annual return for a balanced share 
portfolio; but, these non residential investment options are based 
on the equivalent of the intial house and acquisition costs only. The 
difference between the house purchase option and the investment 
options is based on the returns following the initial year of 
purchase. 
 
Table 3: Face Value Investment returns: pre tax 
 
Investment 
option 
1990 input 
value 
2011 value Average 
Return:1991-
2010 
House 
purchase 
$26,874 $471,806 8.15% 
Managed 
fund 
$26,874 $122,124 7.90% 
Stock 
portfolio 
$26,874 $288,955 14.07%. 
 
Table 4: Face Value Investment returns: post tax 
 
Investment 
option 
1990 value 2011 value Return:1991-
2010 
House 
purchase 
$26,784 $424302 7.56% 
Managed 
fund 
$26,874 $122,124 7.69% 
Stock 
portfolio 
$26,874 $288,955 13.80%. 
 
Table 4 compares the after tax returns for the three investment 
optuions. However, as well as deducting the tax per annum for the 
managed fund and tax on the dividend proportion of the share 
portfolio options, the net sale proceeds (final years home 
ownership costs plus agents commission and costs to sell the 
house) from the sale of the house after twenty years is also used for 
comaprison purposes 
Table 4 shows that the tax implications result in a decrease in 
the avaerage annual total retuirns for the three investment options, 
with the after tax return for the residential property purchase option 
falling from 8.15% to 7.48% (a 8.2% decrease per annum), 
compared to the managed funds option decreasing from an average 
annual; return of 7.9% to 7.69%, a decrease per annum of 2.6%. 
The data presented to date has been based on the simple 
assumption that home ownership does not incur any holding costs 
for the home owner. In reality, the home owner has annual costs 
that can not be avoided such as council rates, water rates, building 
insurance and mortagge payments. In addition, to maintain the 
capital value of the house, it is necessary to carry out repairs and 
maintain the house to the standard of the particular housing market 
to ensure that the property achieves maximum capital gain over the 
mortgage period. 
These home ownership costs apply only to the home owner and 
not to a person renting a residential property. The only costs 
additional to the house renter compared to the house owner is the 
cost of moving if and when the lease expires. Costs such as power, 
gas and contents insurance are common to both the home owner 
and the house renter. 
Based on this, the next stage of this comparative analysis was 
to itemise the annual costs of home ownership as at 1990 and index 
these costs throuigh to 2011. In addition an allowance was made 
for the replacement/remodel of the carpets/floorcoverings, kitchen 
and bathroom/laundry once during the 20 year mortgage period. 
These annual costs for home ownership were then added to the 
annual ammortised mortage repayments to determine the annual 
cost of home ownership for the full twenty year holding period. 
This research analysis has been based on the assumption that 
the astute investor renting a property instead of purchasing a home 
would invest the difference between the renting cost and the home 
ownership costs into either the managed superannuation fund or ina 
balanced share portfolio. From 1990 to 2001 the average annual 
rent for a median priced three bedroom house in brisabne ranged 
from $8,060 to $9,100 in 2000. For these eleven years the cost of 
renting was below the ammortised mortgage repayment $9,475 per 
annum. During this period the difference between the rent per 
annum and the house repyment was invested together with the 
home ownership costs. From 2001 through to 2010, the cost of a 
median priced rental property in brisbane increased from $10,400 
to $17680. From 2001, the difference between the higher rental 
cost and mortgage costs were deducted from the home ownership 
costs with a lower amount being reinvested by the renter for these 
years. 
 
 
Table 5:Home Ownership Costs: 1990-2010 
 
Cost 1990 
$ 
1995 
$ 
2000 
$ 
2005 
$ 
2010 
$ 
Council rates 1196 1327 1470 1722 2002 
Water rates 363 402 446 522 607 
Building 
Insurance 580 643 713 835 971 
Repairs and 
maintenance 2917 3235 3584 4199 4881 
Garden 
maintenance 1217 1350 1496 1752 2037 
Blinds, lights, 
curtains 
 300 321 325 326 333 
Total $6573 $7278 $8034 $9356 $10831 
In 1990 the cost of home ownership over and above the cost of 
renting a similar property was $6,573 (prior to mortgage 
repayments). Table 5 shows the increase in these costs on a five 
yearly basis. ABS inflation and house ownership costs were used to 
determine the actual annual cost for these house ownership 
expenses. 
 
The analysis also includes capital expenditure of $29,000 during 
the 20 year home ownership to cover the cost of renovating the 
kitchen, bathroom and laudnry as well as replacing all the floor 
coverings during the 20 year mortgage period. The analysis does 
not consider any additional works such as house improvements or 
additions. 
 
In relation to the rental scenario, the cost of moving at the 
expiration of a lease or a requiremnt to move due to landlord issues 
has been included in 1995, 1999, 2001, 2003, 2006 and 2010, for a 
total cost of $1500 in 1995, increasing to $2,130 in 2010. 
 
4.2.Pre tax Investment Comparison 
 
Table 6 shows the investment peerformance based on the person 
renting a property re-investing the difference between the cost of 
renting and the cost of home ownership into either a managed fund 
or a share portfolio.   
 
When the renter invests the difference between the cost of renting 
and the cost of home ownership, their overall investment return on 
a pretax basis increases significantly. Over the twenty year period 
the return on home ownership remains at an average annual rate of 
8.15%; but the average annual return from the managed fund 
increases from 7.9% to 15.91%, with the average annual return 
from the share portfolio before tax increasing from 14.07% to 
21.10%. 
Pre tax both the managed fund and the share portfolio will deliver a 
greater gain over the twnety year period and an annual return over 
twice the home ownership return for the share portfolio. 
 
Table 6: Investment Peroformance : pre tax 
 
Investment 
option 
1990 
value 
2011 value Return:1991-
2010 
House 
purchase 
$26,874 $471,806 8.15% 
Managed 
fund 
$26,874 $472,091 15.91% 
Stock 
portfolio 
$26,874 $506,109 21.10%. 
Table 7: Investment Peroformance : Post tax 
 
Investment 
option 
1990 value 2011 value Average 
annual 
return 
House 
purchase 
$26,874 $424,302 7.48% 
Managed 
fund 
$26,874 $467,025 15.70% 
Stock 
portfolio 
$26,874 $492,679 20.26%. 
 
When the after tax total returns are compared, the avergae annual 
returns for managed funds and shares still exceed the returns from 
home ownership alone. 
From Table 7, it can be seen that the payment of tax will result 
in the purchase of a home will result in a slightly hiugher final 
value of $424,302 compared to $401,277 for investment in a 
managed fund; however, the lower entry amount has actually 
resuted in the average annual return being greater for the managed 
fund compared to the house purchase option. 
However, when the capital summs and the average annual 
returns for home ownership and an investment portfolio in ASX 
100 shares are compared over a twnety year investment period, 
then results differ considerably. The share portfolio shows a capital 
sum at the end of the period of $492,679 compared to $424,302, a 
16% difference in final capital values. Although the initial 
investment in a residential property required a capital outlay of 
$26,874 and sold 20 years later for a net profit of $424,302, over 
$364,000 of this gain represented interest on the borrowed funds 
and the cost of owning and maintaining the property for that period 
of time. The major offset to this is the fact that the mortgage 
repyments after 10 years were less than the cost to rent a property, 
with this saving being approximately $9,000 per annum in year 20. 
 
4. CONCLUSIONS. 
 
Simply basing the return on residential on the difference bewtween 
the purchase price and the potentialale price does not give a true 
indication of the investment return for this investment vehicle. This 
analysis shows that much of the capital gain in home ownership for 
the typical home owner with a mortage is actually the interest paid 
on the loan and the cost of maintaining the and renovating the 
property. 
A disciplied investor would achieve a higher investment return 
by regulalrly contributing the difference between the cost of 
renting a property and purchasing and maintaining a house, into 
either a secure managed superannuation fund of a share portfolio 
based on the stock market top 100 companies. The difference 
between this investment options are up to 16% greater for the non 
home ownership options. 
An argument for home ownership is often stated to be the 
security of owning your own home and not having to move due to 
the circumstances of the landlord. However, the additional capital 
that can be generated from renting has the potential to outweigh 
this inconvenience. The home owner who invests their funds into 
home ownership also have the requirement to liquidate the house in 
order to obtain their investment capital and do not recieve any 
income from this investment until they sell. 
The only reason home ownershipis attractive is based on the 
emotional issues of living in ones own property rather than a purley 
investment option 
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